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The Honorable Gerry Sikorski

Chairman. Subcommittee on Human Resources
Committee on Post Office and Civil Service
House of Representatives ’

Dear Mr. Chairman:

This report responds to vour April 30, 1987, request and to subsequent
discussions with vour office that we determine whether (1) Attorney
General Edwin Meese III's public financial disclosure report for 1985
satisfied the requirements of the Ethics in Government Act (Public Law
95-521. as amended) and ( 2) the Department of Justice and the Office of
Government Ethics (0GE] properly reviewed the Attorney General's dis-
closure report. The legal requirements for financial disclosure reports
and reviews, the chronology ot events in the filing and review of the
Attorney General's report, and our analysis of those events in light of
the statutory requirements are summarized below and discussed in
detail inappendix L

In brief. we found that the Attorney General did not disclose the assets
in his partnership with Financial Management International. Inc. t Faun,
as required by the Ethics in Government Act. The act permits nondisclo-
stire of the assets of a private investment arrangement only it that
Arrangement is one of three types of statutority exempt trusts. Mr.
Meese's partnership with FMIf did not meet the standards set forth in the
act tor the creation of such trusts. Therefore. Mr. Meese's disclosure
form should have reported the identity of any partnership investment
asset held at the end of 1985 that exceeded $1.000; its general category
of value; and the source, type, and amount of incoine exceeding $ 1)
that was generated by any partnership asset during 1985. The form
should have also reported any partnership purchase, sale, or exchange
of a stock, bond, or other security or of any real property interest
exceeding $1.000 Finally, the form should have identified the invest-
ment vehicle by its legal name of “Meese Partners.”” not Fusil.

We also concluded that while certain aspects of the report were ques-
tioned and corrected, neither the Department of Justice nor oGE obtained
the required information about the partnership during their reviews of
Mr. Meese’s disclosure report. Justice Department officials discussed the
partnership with Mre. Meese and obtained certain information about the
partner. kML However. they excused disclosure of underlying assets on
rhe basis of M. Mecse's characterization of the parthership as “btind.”
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even though it did not meet the requirements in the FEthics Act for a

statutorily exempt trust OGE oftficials, on the other hand, did not gues-
tion the partnership until it was called to thetr attention by the media.
They have since notified Justice Department otficials that they do nol

recognize "hlind™ arrangements created by the filer's own action As of

July 2901987, borh Justice and oG were still reviewing Mr. Mecse's
1985 disclosure report.

At vour request. we did not obtain official agency comments on this
report. We did discuss the report with 0GE otficials, who said that they
agreed with its substance. Department of Justice officials said they
conld not meet with us to discuss the report due to rime constraints. As
arranged with vonr staft. unless vou publicly announce the contents of
this report carlier. we plan no turther distribution until 10 days from
the date of publication. At that time, we will send copies to interested
parties and make copies available to others upon request.

Sincerely yvours.,

William .J. Anderson
Assistant Comptroller General
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Appendix I

The Filing and Review of the Attorney
General’s Financial Disclosure Report

: : 3 The objectives of our review were to determine whether ( 1) Attorney
clive ope, an . - S . o .
ObJe t 5, Sc pe, d General Meese’s public financial disclosure report for 1985 satisfied the

Methodolog‘y requirements of the Ethics in Government Act (Public Law 95-521, as

amended}; and whether (2) the Department of Justice and the Office of

- Government Ethics (0GE) properly reviewed the Attorney General's dis-

i closure report. We conducted our work between May and July 1987 by
reviewing the laws and regulations pertaining to the financial disclosure
process. We also interviewed current and former officials of the Depart-
ment of Justice and 0GE who were involved in the review of the Attor-
ney General's disclosure report, and we reviewed relevant documents.
At the requester’s direction. we did not obtain official agency comments
on this report, but we did discuss the report with 0GE officials. They
generally agreed with the substance of the report. Department of Justice
officials said they could not meet with us to discuss the report due to
time constraints. Our review was conducted in accordance with gener-
ally accepted government auditing standards.

.. The Ethics in Government Act and its implementing regulations contain
Legal. Requn emeni.ss requirements for the filing of financial disclosure reports and for the
for Flllng and Review review of those reports. The reporting and review requirements that
Of Financial Disclosure were applicable to Attorney General Meese’s disclosure report are dis-

Statements cussed below.

Reporting Requirements Under section 201(d) of the Ethics in Government Act, incumbents of
high-level executive branch positions must file a public financial disclo-
sure report (Standard Form 278) on or before May 15 of each year
unless an extension is granted by the reviewing official.' In the annual
report, the filing otficial must disclose a number of details about his or
her financial affairs during the previous calendar year. including his or
her income. interests in property., liabilities. and gifts and
reimbursements.

Property interests that must be disclosed annually include assets such
as stocks and bonds, beneficial interests in trusts, and interests in a busi-
ness, partnership. or joint venture. Specifically. section 202(a) of the act

I'The officials reguired to file such annual reports are identified in secuon 2010F) of the Ethics Act
The act also requires two other types of disclosure reports: ¢ 1) certan new appointees presidential
nominees. and presitential and vice presidential candidates must file a financial disclosure report
pursuant to sections 2010a)4¢) and 202ib'; and « 21 individuals terminating employment i a position
described 1n section 201¢F must file & lernandlion cepart pUrsiant ra section Z0lee)
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Appendix I
The Filing and Review of the Attorney
General's Financial Disclosure Report

i

requires that an individual report the identity and category of value
of each of his assets held at the close of the preceding calendar year
that had a fair market value in excess of $1,000. The individual must
also disclose the source, type, and value of income over $100 attrib-
utable to any asset held at any time during the preceding year. If the
individual has purchased, sold, or exchanged an interest in real
property or a stock, bond, or other form of security within the pre-
ceding calendar year, and the amount of the transaction exceeded
$1,000, then the individual must briefly describe the transaction and
identify its date and general category of value as required by section
202(a) of the act.

)
FAVEAR- YR I

In addition to these general requirements with respect to the disclosure
of interests in property, section 202(f) of the Ethics Act further specifies
that:

(1) Except as provided in paragraph (2), each reporting individual shall report the
information required to be reported . . . with respect to the holdings of and the
income from a trust or other financial arrangement from which income 1s received
by, or with respect to which a beneficial interest in principal or income is held by,
such individual. his spouse, or any dependent child.

“(2) A reporting individual need not report the holdings of or the source of income
from any of the holdings of

—(A) any qualified blind trust (as defined in paragraph [3]); or

—(B) a trust (i) which was not created directly by such individual, his spouse, or
any dependent child, and (ii) the holdings or sources of income of which such indi-
vidual. his spouse, and any dependent child have no knowledge of,

but such individual shall report the category of the amount of income received by
him, his spouse, or any dependent child from the trust under subsection (a) 1) B) of
this subsection.™

Therefore, under section 202(f) of the act, an individual holding an
income or an equity interest in a “'financial arrangement’ must disclose
each asset in the arrangement unless the arrangement is an exempt trust
that meets the specific statutory standards for its creation. Three types
of such exempt trusts are permitted under the act: (1) a qualified blind
trust, (2) a qualified diversified trust, and (3) an excepted trust. Appen-
dix II describes the statutory standards for the creation of each type of
trust. For example, one of the statutory requirements for the creation of
a qualified blind trust is that the proposed trustee and the proposed
trust instrument be approved in advance by the official’s supervising
ethics office, which, in the case of a presidential appointee such as the
Attorney General, is the Office of Government Ethics. Although an
excepted trust need not be pre-approved by OGE. the act specifies that it
must be created without action or involvement by the employee.
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Appendix |
The Filing and Review of the Attorney
General's Financial Disclosure Report

In imposing specific standards for the establishment and maintenance of
blind trusts, Congress explained that the absence of such standards in
the past had resulted in a proliferation of “blind"” arrangements for
which there were no legal assurances of actual blindness, causing the
public to question whether those devices provided an effective and ethi-
cal means of shielding officials from conflict-of-interest restrictions.”
Additionally, Congress indicated that the Ethics Act's exemption of only
those blind trusts meeting narrowly drawn standards reflected a careful
weighing of the desirability of such trusts with the "legitimate interests
of the public to have disclosure of the financial holdings of public offi-
cials.” Against this background, Congress explained that it viewed the
provisions which became enacied as section 202(f) 1) as imposing a
clear requirement that the assets of any financial arrangement other
than a trust meeting the statutory criteria be disclosed annually,
notwithstanding the nature of the financial arrangement.’

Therefore. an individual who holds an interest in any private invest-
ment vehicle other than a statutorily exempt trust is legally obligated to
disclose the assets of the investment vehicle just as if the assets were
held outright.® Specifically, the individual is required to report on Sched-
ule A of Form 278 the identity of each asset held by the investment
vehicle at the end of the calendar year that exceeds $1,000 and its gen-
eral category of value. Also, the individual must report on Schedule A
the source, type, and value of income exceeding $100 that was gener-
ated by any asset held by the investment vehicle at any time during the
preceding calendar year. In the event that any asset consisting of a
stock, bond, or other form of security or an interest in real property was
purchased, sold. or exchanged during the preceding calendar year and
the amount of the transaction exceeded $1,000, the individual would
also be required to describe the transaction and state its date and cate-
gory of value on Schedule B of Form 278.

One exception to full disclosure of assets in the report is permitted.
Under 0GE's instructions accompanying Form 278, a filer is excused

23, Rep. No. 639, 95th Cong., 2d Sess. 4- (19781
d. at 12.

i1d. at 15. See also H. R. Rep No. 1756, 95th Cang., 2d Sess 72. reprinted n 1978 11.S. Code Cong. &
Ad. News 4381, 4388.

5See, for example, OGE Opinion 86x3, Apnl 3, 1986, in which OGE interpreted the disclosure require-

ment in section 202(fX 1) as obligating an individual who participates in a priv ate investment «lub to
disclose all of the club's assets.
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Appendix 1
The Filing and Review of the Attorney
General's Financial Disclosure Report

Review Requirements

trom detailing the holdings and day-to-day transactions of a public
investment vehicle if the vehicle's portfolio is described in standard ref-
erence materials such as Moody's Bank and Finance Manual.® For exam-
ple, an individual with an IRA invested solely in a mutual fund would be
required to report only the name of the fund (and relevant income infor-
mation) it the fund’s portfoelio is fully described in Moody's Bank and
Finance Mannal and therefore can be evaluated independently by the
reviewing official

The Ethics Act and its implementing regulations provide that an incum-
bent of a position requiring Senate confirmation must file his or her
tinancial disclosure veport with the reviewing official in the employing
agencey. That official must review the financial disclosure report within
) dayvs after the date of filing and transmit the report to OGE. OGE must
review the report within 60 days after the date of its transmittal.

The reviewing responsibilities of the employing agency and OGE with
respect to a presidential appointee’s annual report are the same. These
responsibilities are described in section 206(b) of the act as implemented
by H C.F.R 734.604(b). If, after reviewing a financial disclosure report,
the reviewing official believes that the report is complete and in compli-
ance with applicable law and regulations, he or she signs and dates the
report. It on the other hand, the reviewing official believes that addi-
tional information is required, the reviewer must request that informa-
tion from the filing individual and set a date by which the information
must be submitted. When the reviewing ofticial receives the requested
information. he or she must add it to the financial disclosure report.

[f the reviewing official then determines that the supplemented report is
complete and satisties relevant legal requirements, he or she signs and
dates the report. If the reviewer concludes that the report discloses a
contlict of interest or others ise is not in compliance with ethics laws
and regulations, the reviewer must notif'y the individual and atford him
or her a reasonable opportunity for a written or oral response. If, after
considering the response, the reviewing official determines that the indi-
vidual is in compliance with the law and regulations, the reviewer signs
and dates the report If not, he or she must notify the filing individual of
the noncompliance and, after an opportunity for personal consultation,

"See Genecal Instractions at Vier Sehednle A Instructions at HB, and Schedule B Instructions at 1A

“Sec Sehedule A hnstnacnons s D
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Appendix |
The Filing and Review of the Attorney
General's Financial Disclosure Report

Chronology of Events
in the Filing and
Review of the
Attorney General’s
Report

must notify the individual of appropridte remedial steps to assure com-
pliance with the law and the date by which such steps must be taken.
Appropriate remedial steps may include divestiture of a contlicting
interest. recusal from involvement in issues that may pose a conflict, or
establishment of a qualified trust

If the filing official complies with the request tfor remedial action, the
reviewing official must note this compliance on the report and then sign
and date the report. If the requested remedial action is not taken. the
reviewing official must refer the matter to the President for appropriate
action.

As discussed above, section 201(d) of the Ethics Act requires incum-
bents of high-level executive branch positions to file a public tinancial
disclosure report by May 15 of the year following the reporting year.
Thus, Attorney General Meese was required to file his public disclosure
report for 1985 by May 15, 1986. On May 9, 1936, Mr. Meese requested
and was granted a 20-day extension for filing his report by the Associ-
ate Attorney General (the reviewing otficial for the Attorney General's
report ), thereby making the document due on June 4. 1986, In his
request, Mr. Meese said he needed additional time to compile informa-
tion regarding the dates and amounts of financial transactions carried
out as part of the divestiture he undertook upon assuming office as
Attorney General in February 1985. A second extension of 15 days wis
asked for and was granted by the Associate Attorney General on June 3.
1986. with Mr. Meese citing the “press of business and my recent ill-
ness” as reasons why the compilation of information had not been com-
pleted. With that extension. the disclosure report was due on June 19,
1986, and Mr. Meese filed the report with the Assoctate Attorney Gen-
eral on that day.” (See app. III for a copy of Mr. Meesc's disclosure
report for 1985.)

That disclosure report was the first incumbent report filed by Mr. Meese
as Attorney General. He had, however. filed the required nomimee’s
financial disclosure report on January 10, 1985, shortly after he was
nominated as Attorneyv General. This report was approved by oGE on
January 24, 1985. On Schedule A of the 1985 incumbent report, Mr.
Meese listed 38 assets or sources of income. most of which were valued
at or below $5.000). The largest of his assets was identitied as “Financial

“The total 3h-day extension granted Mr Meese was authorized by section 20 of the Brbues Ynas
implemented by rthe Department’s regulanons in 25 CF R 45 735 2Tihoe 2
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The Filing and Review of the Attorney
General's Financial Disclosure Report

Management International, Inc. (limited blind partnership)™ (Fan), val-
ued at between $50,001 and $100,000. The report listed dividend income
from the partnership of between $5,001 and $15.000 for the reporting
period. FuMI was the only asset listed on Schedule B of the report as pur-
chased during the 1985 reporting period; 28 of the 37 remaining assets
and income sources were listed as having been sold during 1985, Accord-
ing to documents made public by Mr. Meese's attorneys, the sale of cer-
tain of the Attorney General's assets financed the purchase of the
partnership with rMIl and precluded the Attorney General from “con-
trolling or knowing what was done with his money.”

Justice Review of the
Disclosure Report.

On.June 20, 1986, the Deputy Associate Attorney General, acting for the
Associate Attorney General, forwarded the report to the Department’s
Designated Agency Ethics Official (DAEO), who was the Assistant Attor-
ney General for Administration within the Justice Management Division.
The Assaciate Attorney General said he sent the form to the Assistant
Attorney General because the Assistant Attorneyv General's office was
more knowledgeable about conflict-of-interest law than he was, and that
this was his standard procedure for conducting such reviews. The Assis-
tant Attorney General, in turn, had the report reviewed by the General
Caunsel for the Justice Management Division (who also served as the
Alternate Agency Ethics Official) and a staff attorney within that Divi-
sion. On June 23, 1986, the General Counsel referred the form to the
Assistant Attorney General for the Office of Legal Counsel, who was the
Deputy paro for the Office of the Attorney General

After completing their initial review of the form. the General Counsel
and the staff attorneyv had several questions regarding items in the dis-
closure statement. Some of the questions were resolved by determining
whether certain gifts and travel expenses had been paid for by firms
that qualified as organizations exempt from taxation under 2¢ U.S.C.
S0Tcew3). The General Counsel then talked with the Assistant to the
Attorney General and Chief of Staff in the Office of the Attorney Gen-
eral about several other questions they had regarding Mr. Meese's dis-
closure report. As a result of those discussions, two gifts that were not
required to be listed were taken off the form. The Assistant Attorney
General and the General Counsel met with Mr. Meese to discuss four
issues that were not resolved.

"Although documents indu are that the fornn was sent to the Qffice of Legal Conmsel. tov ot m tha
Office recalls having reviewed Me Meese < disdosure report.
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The Filing and Review of the Attorney
General's Financial Disclosure Report

The first issue they discussed concerned two assets hsted in the
report—stock in Santa Fe Southern Pacific and the Los Angeles Housing
Authority—that had been described on a May 24, 1985, recusal notice
as having been sold. Mr. Meese had sent this notice to the heads of
offices, bureaus, boards. and divisions within the Department of .Justice
and all personnel within the Office of the Attorney General. The General
Counsel said that they concluded the recusal notice was in error, and the
disclosure report correctly disclosed that the two assets had not been
sold as of the end of the calendar year. The second issue involved con-
sulting fees owed to Mr. Meese’s wife by the William Moss Institute,
which had been listed on his disclosure report as a liability. The General
Counsel said they determined this should have been listed as an asset,
and Mr. Meese agreed to do so.

The third issue involved legal fees and expenses incurred by Mr. Meese's
attorneys during an independent counsel investigation at the time of his
nomination as Attorney General in 1984. The tees were listed as a liabil-
ity of "over $250,000" on the 1985 nomination and incumbent disclo-
sure statements. The nomination disclosure statement indicated that
reimbursement of legal fees and expenses by the U.S. Court of Appeals
had been applied for pursuant to the provisions of 28 U.S.C. 593(g) and
that the amount, if any, of Mr. Meese's ultimate liability for such rees
and expenses was dependent upon the court’s action on the applica-
tion." On the incumbent report as originally drafted, the legal fees were
still listed as a liability, but a note had been added that the liability had
been satisfied pursuant to the order of the Court of Appeals. The Gen-
eral Counsel and the staff attorney said they knew from newspaper
accounts that the order had granted less than the attorneys had origi-
nally requested, and they questioned whether Mr. Mecese was still hable
for the remainder of the legal fees. However, the General Counsel satd
that Mr. Meese told her that the law firms had accepted the court award
as full satisfaction of the obligation, thereby eliminating any gquestion of
a continuing liability. Also. the staft attorney said rhat she and the Gen-
eral Counsel decided that the attornevs’ acceptance of the court award
did not "rise to the nature’ of a reportable gift because il was commaon
practice in similar cases for attorneys to accept court awards as full
payment of legal fees. She said they did require that the incumbent

"'An amendment to the Ethics in Government Act. Public Law 97-406 ¢ Jan. 3. 1933, permicted the
LS. Court of Appeals for the District of Columbia Circurt t award reimbursement, at the comrt's
discretion, for all or part of the attorney s fees incurred by the subject ot an independent counsel
mvestigarion during that investigation if 1 1 no indictment is brought against the subject and 121 the
attorney™s fees would not have been incurred but for the investigation Mr Meese's asked for remm-
bursement of $720.82.4.49, and was awarded $472. 1900
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The Filing and Review of the Attorney
General’s Financial Disclosure Report
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report be amended by adding a statement that by prior agreement the
law firms have accepted the court award as full satisfaction of the obli-
gation,” and Mr. Meese agreed to do so.

The fourth issue raised with Mr. Meese by the General Counsel and the
Assistant Attorney General was his listing of the Fuiil limited blind part-
nership. The General Counsel said she asked Mr. Meese to describe the
partnership more fullv, and he told her that it was a California partner-
ship with a general partner and limited partners. He said he did not
know how the money in the partnership had been invested because it
was a blind partnership, and he received only quarterly reports on the
value of the asset.

On July 1. 1986, the General Counsel used the computers in the Depart-
ment’s Antitrust Division to determine what information was available
concerning FMII in the computerized Dun and Bradstreet listing of busi-
nesses.!! She found, among other things, that FMII was listed as an invest-
ment counselor which sold to the general public: that W. Franklyn Chinn
wus described as president, sole owner, and sole employee of FMIl; and
that the company operated from the residence of Mr. Chinn.

The General Counsel said that she considered the limited blind partner-
ship to be similar to a mutual fund or limited partnership. Normally. she
said, the nature of the business would have to be listed on the disclosure
form, but in this case that was not possible because Mr. Meese did not
know how the assets were invested. She said that the emphasis in Jus-
tice is that an asset be reported, not that aill possible information about
that assct be presented. The General Counsel said that under 18 U7.S.C.
208, officials cannot act in matters involving a company in which they
know they have a financial interest. Since the investments made by Mr.
Meese's partnership were reparted to be blind, the General Counsel con-
cluded that Mr. Mcese could not know of any financial interest aside
from the financial interests of the general partner (Fain). Both the Gen-
eral Counsel and the staft attorney who conducted the review said they
did not attempt to determine whether the investments made through the
partnership were really blind to Mr. Meese (e.g.. by requesting and
reviewing the partnership agreement) because they said they depend on

Hnm's Marketung Services a company of the Dun a Bradstreet Corporation, publishes the = Million
Dollar Directory.” which includes general iformanion abont the THOH TS busiesse< with an mady-
cated net worth of over $500 000 For example. the Directory lists the nane of the business, the
names ot of freers and execunives and the tiem s primctpad line of business: The compaterized st
from rhe Department’s Antfrust Divston that was used by thie General Connsel to reseacel FMIT
mnclndes smaller congpanies not mclveded mthe pablished histimg
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The Filing and Review of the Attormey
General's Financial Disclosure Report

filers to be truthful in their disclosure statements. Neither did they con-
tact OGE regarding the limited blind partnership.

On July 1, 1986. the Assistant Attorney General signed the form in the
space for the “Designated Agency Ethics Official Reviewing Official,”
although Justice officials said that space should have been reserved for
the Associate Attorney General. On July 3. 1986, the Associate Attorney
General signed the form as an ~Other Reviewer.” The Associate Attor-
ney General said his role in the review process was to ensure that the
form was complete and had been reviewed by someone knowledgeable
about conflict of interest law. He said he believes the burden is on the
filer to be accurate, and said he has no opinion as to whether the cita-
tion of a “limited blind partnership™ was sufficient information to deter-
mine whether a conflict-of-interest existed. After being signed by the
reviewing officials, the form was sent to the Department’s Personnel
Office for transmittal to the Office of Government Ethics. According to
Justice officials, the Personnel Office collects disclosure statements from
all officials in the agency and sends them to OGE as a group by Septem-
ber 3().

OGE Review of the
Disclosure Report

i

Mr. Meese's financial disclosure report was received by OGE on Septem-
ber 29, 1986. According to 0GE officials, the disclosure report was ini-
tially reviewed by an analyst in OGE's Monitoring and Compliance
Division, who raised certain questions regarding the gifts and reim-
bursements reported on the form. According to the oGe Director, this
initial first level review was completed on November 17, 1986. The
report was then forwarded for review to the 0GE Chief Counsel, who
also raised certain questions concerning reported gifts. Some of those
questions included whether gifts came from personal friends, whether
gifts came from charitable organizations recognized within 26 U.S.C.
501¢c)(3), and the applicability of the Foreign Gifts and Decorations Act.
According to the Justice Department’s staff attorney who reviewed Mr.
Meese's report, the 0GE Chief Counsel called her on November 20 and
November 24, 1986, and asked questions about the gifts, trips, and tax-
exempt status of organizations reported on the form. The Chief Counsel
said that after a lengthy process involving numerous telephone calls and
other research, he resolved the questions that had been raised sometime
berween January and March 1987,

NGE officials said they did not raise any questions regarding the limited

blind partnership during the course of their review. The 0GE Director
testified in hearings before a Senate Subcommittee that the analyst
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The Filing and Review of the Attorney
General's Financial Disclosure Report

noted the limited blind partnership during his review, but he incorrectly
assumed that it was a pooled arrangement or similar to an excepted
trust and did not raise it with an oGE attorney.'* The 0GE Director said he
first learned of questions regarding the partnership when reporters
called him in mid-April 1987, shortly before publication of news
accounts about the partnership. The Department of Justice's General
Counsel who reviewed the form said that after the issue was made pub-
lic, the 0GE Chief Counsel called her and requested a copy of the partner-
ship agreement, which she said she did not have.

On April 28, 1987. the 0GE Director wrote to the General Counsel at the
Department of Justice who had conducted the review of Mr. Meese’s dis-
closure report and requested a copy of the limited partnership agree-
ment and any underlying documentation that established the character
and nature of Mr. Meese’s interests in the FMII limited partnership. In
that letter, the OGE Director noted that the basic instructions to the
financial disclosure form require that “in the case of holdings that are
nonpublic such as privately held limited partnership interests, sutficient
disclosure must be made to give reviewers an adequate basis tor the con-
flicts analysis required by the Ethics in Government Act.”"* The Director
also stated that oGE does not recognize “blind™ arrangements created by
a filer’s own action and included an informal advisory opinion, cited in
appendix II, that discusses this principle.

Shortly after sending this letter, the 0GE Director said he called the Dep-
uty Attorney General to determine the status of the .Justice Depart-
ment's investigation of individuals involved in the Wedtech Corporation
and to determine whether Mr. Meese may become a subject of that crimi-
nal investigation. The oGE Director said that the Deputy Attorney Gen-
eral told him that Mr. Meese had requested the appointment of an
independent counsel to investigate any wrongdoing on his part in rela-
tion to the Wedtech Corporation. The 0OGE Director said his Office then
stopped their investigation and processing of Mr. Meese's disclosure
statement because of OGE's policy of deferring any action on its part
pending completion of a criminal investigation. The 0GE Director also
called the .Justice Department’s General Counsel from whom he had

P Testimony before the Subcomnuttes on Oversight of Government Management of the Senate Go -
ernmental Affairs Committee (July 2, 1957

HIn restimony on this 1ssue before the Subcommittee or Oversight of Gos ernneent Managemens of the
Senate Governmental Affairs Commuttee on July &, L1987, the OGE Director <ind that 1f the underls e
documenrs rey ealed enough infor mation to make a conftlic ts analyvsis, Parther disclosire swold not be
required If the documents were insufticient for that analy ~i~ the entuee assets ot the limired bline
partnership would have to be disclosed
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Conclusions Regarding
the Filing and Review
of the Attorney
General’s Report

requested the partnership agreement in early May 1986 and agreed with
her that she should postpone any further review or inquiries concerning
the Attorney General's financial disclosure form. On May 13, 1987. the
General Counsel confirmed that agreement through a letter sent to the
OGE Director and, in light of the subsequent announcement by the Dep-
uty Attorney General that the Independent Counsel would be investigat-
ing Mr. Meese. she presumed that OGE's request for further information
was withdrawn until she heard from him again.

On July 1, 1987, the Associate Attorney General called the OGE Director
seeking advice regarding the limited blind partnership described on Mr.
Meese's financial disclosure report for 1986, which was filed on June 15,
1987. After determining that the Independent Counsel had no objection
to OGE's proceeding with the disclosure review, the OGE Director advised
the Assistant Attorney General for Administration within the Justice
Management Division that he should proceed with his analysis and for-
ward to OGE the underlying documents to determine it a conflicts analy-
sis could be made on the basis of those documents. The OGE Director said
that the Associate Attorney General told him that those documents were
insufficient for a conflicts analysis, at which time the 0GE Director said
he told the Associate Attorney General that disclosure of the assets
would probably be required. The OGE Director recently testified that he
had reviewed the documents and concluded that the holdings had to be
disclosed." He also noted that his Office expects to send a letter to the
Justice DAEO indicating what questions will have to be addressed by Jus-
tice before OGE can certify the disclosure report for 1986. As of July 29,
1987, 0GE and the Department of Justice were still reviewing Mr.
Meese's 1985 disclosure repott.

Attorney General Meese. in his 1985 financial disclosure report. did not
disclose the assets held. purchased, or sold by his partnership with Fui,
or the income attributable to specific assets of the partnership, as
required by the Ethics in Government Act. Also, although certain items
were questioned and corrected with regard to other aspects of the
report, the Department of .Justice and 0GE did not obtain the information
necessary to identify the partnership investments during their reviews.

HTestimony before the Subcommirttee on Oversight of Government Management of the Senate Gov -
ernmental Affairs Committee i July 9. 1957).
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Disclosure of FMII
Partnership Was
Insufficient

As previously discussed. the Ethics in Government Act requires an otti-
cial to disclose the underlying assets of a private investment arrange-
ment unless the arrangement qualifies as one of three types of trusts
meeting specific statutory standards. (See app. II for a discusssion of
those standards.) Mr. Meese's partnership with FMII did not constitute
one of those three types of trusts for a number of reasons. For example.
it could not be considered a “gualified blind trust™ or a "qualified diver-
sified trust™ because the arrangement was not preapproved by OGE. The
partnership could not be considered an “excepted trust’” because Mr.
Meese and his wife participated in its formation Accordingly, the
“blind"" label affixed to the partnership did not insulate its underlying
assets from disclosure under the Ethics Act. The act therefore required
Mr. Meese to fully disclose the assets of the partnership. just as it he had
held the assets directly. That is, he was required to list on Schedule A of
the disclosure report any asset held by the partnership at the end of
1985 with a value in excess of $1,000 and its general category of value.
Also, he was required to report on Schedule A the source, tyvpe, and
amount of income exceeding 3100 that was generated by any asset held
by the partnership at any time during 1985. Mr. Meese did not so dis-
close the individual assets of the partnership. Instead. he incorrectly
reported the partnership itself as a single asset.

Mr. Meese was also required by the Ethics Act to report on Schedule B ot
the disclosure report any partnership purchase, sale, or exchange of anyv
stock, bond, or other form of security or of any real property interest it
the amount of the transaction exceeded $1,000. According to a state-
ment made public by Mr. Meese's attornevs on July 6. 1987, Fui
invested partnership funds in 11 “same-day trades™ of securities during
1985, The statement lists only the gross income or loss from each trade
and does not indicate whether the individual purchases and sales
exceeded the $1.000 disclosure thresheld. However, monthly account
statements of the trading account for the partnership indicate that each
of the individual purchases and sales in 1985 exceeded $1.000 Mr.
Meese did not report any of those transactions on his disclosure forna,
indicating oniy that he purchased Fumil during 1985. Since all of the FMi
transactions exceeded $1,000. Mr. Meese should have detailed these
transactions on his disclosure report.

Furthermore, Mr. Meese inaccurately identified the partnership as
“Financial Management International. Inc.” FMII was actually the general
partner that managed the investments of the two limited partners, My
and Mrs. Meese. Neither Mr. nor Mrs. Meese owned any part of Financial
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Management International, Inc. The legal name of the partnership was,
according to the partnership agreement, “Meese Partners.”

Justice and OGE Reviews
Did Not Obtain the
Required Information

)
I

Both the Department of Justice and OGE were required by the Ethics in
Government Act to review Mr. Meese's disclosure report for complete-
ness and compliance with the ethics laws and regulations and to apprise
Mr. Meese if additional information was required. However. neither Jus-
tice nor OGE obtained information from Mr. Meese concerning the hold-
ings of his partnership and the transactions involving those holdings as
required by the disclosure provisions of the Ethics Act.

As discussed previously, the Department of Justice officials who
reviewed Mr. Meese’s disclosure report questioned several items and
corrected the report in some respects. They also met with Mr. Meese to
obtain further information about the partnership. Mr. Meese told the
officials that the partnership was established in California, that there
was a general partner and limited partners, and that he was not aware
of the assets of the partnership. Department of .Justice officials accepted
the nondisclosure of those assets because of Mr. Meese's statement that
the partnership was blind. However, the asserted “blind” nature of an
investment arrangement does not excuse a reviewing official from
requiring that the underlying assets be disclosed unless the arrangement
constitutes a statutorily exempt trust.

The only other information obtained by Justice Department officials
was a Dun and Bradstreet computerized listing that identified ryii as an
investment counselor and generally described the firm's structure and
operations. Since the listing did not provide any information concerning
the assets in which FMil had invested on behalf of Mr. and Mrs Meese, it
failed to satisfy the Ethics Act’s disclosure requirements. Only a public
listing of an investment vehicle's porttolio, such as the type provided by
Moody’'s Bank and Finance Manual, will excuse a filing oftficial from
detailing the assets held by an investment vehicle on s tinancial disclo-
sure report.

As noted in the chronology, 0GE officials did not question the partnet-
ship or request additional information until April 1987. In testimony
before the Senate Subcommittee on Oversight of Government Manage-
ment inJuly 1987, the 0GE Director said that had the asset been
described correctly as “'Meese Partners” instead of FMil. the private
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character of the investment arrangement would have been more appar-
ent and OGE analysts would have been more likely to raise questions
about the arrangement.
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Statutory Requirements for the Creation of
Exempt Trusts

The Ethics Act sets forth standards under which three types of trusts
may be exempted from general disclosure requirements. The basic
requirements for the first type, a qualified blind trust, are: (1) the indi-
vidual or institution in charge of the trust must be truly independent
from the government official (section 202[f][3][A]); (2) the trust instru-
ment must meet certain minimum standards (e.g.. the instrument must
prohibit communications between the trustee and the interested party
concerning the identity of the trust holdings and sources of income) (sec-
tion 202[f]3])[C]); and (3) the proposed trustee and the proposed trust
instrument must be approved by the official’s supervising ethics office
(section 202[f[3][D]), which in the case of a presidential appointee is the
Office of Government Ethics. A qualified blind trust is blind only as to
those assets acquired by the trustee. A government official must annu-
ally report on any asset that he initially placed into the trust, and he
remains subject to conflict-of-interest restrictions with respect to the
asset until the trustee notifies him that the asscet has been sold or has
become less than $1,000 in value (section 202[f]4][A]).

Under 2020} 4% B). a qualified diversified trust may be established for
the benefit of a presidential appointee if it is preapproved by the Direc-
tor of OGE in concurrence with the Attorney General. Not only must a
diversified trust meet certain requirements applicable to qualified blind
trusts (e.g., an independent trustee). it also must conform to additional.
special criteria. For example, a diversified trust must consist of a “well-
diversified portfolio of readily marketable securities,” and no security
may be held if the issuing entity has “substantial activities in the area of
the reporting individual's primary area of responsibility™ (section
2021141B).

The final type of trust recognized by the Ethics Act is an excepted trust.
The basic features of such a trust are: (1) the trust must not have been
created directly by the reporting individual. his spouse, or dependents:
and (2) the reporting individual, his spouse, and dependents may not
have any knowledge ot the identity of the trust holdings or sources ol
income (section 202[f[2]B]). In an informal advisory opinion, oGE held
that a filing official cannot create an excepted trust by his own action.
(See OGE Opinion 84x8, June 1, 19841).
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Requests for copies of GAO reports should be sent to:
U.S. General Accounting Office

Post Office Box 6015

Gaithersburg, Maryland 20877

Telephone 202-275-6241

The first five copies of each report are free. Additional copies are
$2.00 each.

There is a 25% discount on orders for 100 or more copies mailed to a
single address.

Orders must be prepaid by cash or by check or money order made out to
the Superintendent of Documents.
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